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INDEPENDENT AUDITORS’ REPORT

To the Health System Committee
Lincoln County Health System
Lincoln County, Tennessee

We have audited the accompanying financial statements of the Lincoln County Health System (as
described in Note A fo the financial statements) as of and for the years ended June 30, 2010 and 2009.
These financial statements are the responsibility of the Lincoln County Health System’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America, and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion,

As discussed in Note A, the financial statements present only the Lincoln County Health System and do
not purport to, and do not, present fairly the financial position of Lincoln County, Tennessee, as of June
30, 2010 and 2009, and the changes in its financial position and cash flows, where applicable, for the years
then ended in conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
firancial position of the Lincoln County Health System as of June 30, 2010 and 2009, and the changes in
financial position and cash flows thereof for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 18, 2010,
on our consideration of Lincoln County Health System’s internal control over financial reporting and our
tesls of ils compliance with certain provisions of laws, regulations, contracts, and grant agreements, and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

The management’s discussion and analysis on pages 4 through 8 are not a required part of the basic
financial statements but are supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a
whole. The accompanying financial information listed as other financial information in the table of
contents is presented for purposes of additional analysis and is not a required part of the financial
statements of the Lincoln County Health System. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements and, in our opinion, is fairly presented, in all
material respects, in relation to the financial statements taken as a whole.

October 18, 2010 2‘2/;% g‘%wfc/éz

Members: American Institute and Tennessee Sociely of Cerliffed Public Accounfants



LINCOLN COUNTY HEALTH SYSTEM
A Component Unit of Lincoln County, State of Tennessee
Management's Discussion and Analysis

Our discussion and analysis of Lincoln County Health System’s (System’s) financial performance
provides an overview of the System’s financial activities for the fiscal years ended June 30, 2010
and 2009. Please read it in conjunction with the System’s financial statements, which begin on

page 9.

Financial Highlights

¢  The System’s net assets increased in the past year with a $1,935,491 or 9.0 percent
increase in 2010 and $486,380 or 2.3 percent increase in 2009,

e  The System reported an operating income in 2010 of $2,488,031 and an operating income
in 2009 of $777,407. Income in 2010 increased by $1,710,624 or 220.0 percent over the
income reported in 2009. Operating income in 2009 increased by $754,415 or 3,281.2
percent.

¢  Non-operating revenues decreased by $201,979 or 51.1 percent in 2010 compared to 2009.
Non-operating revenues decreased in 2009 by §123,897 or 45.7 percent compared to 2008.

Using This Annual Report

The System'’s financial statements consist of three statements - a Balance Sheet; a Statement of
Revenues, Expenses, and Changes in Net Assets; and a Statement of Cash Flows. These financial
statements and related notes provide information about the activities of the System, including
resources held by the System but restricted for specific purposes by contributors, grantors, or
enabling legislation.

The Balance Sheet and Statement of Revenues, Expenses, and Changes in Net Assets

Our analysis of the System’s finances begins on this page. One of the most important questions
asked about the System’s finances is, “Is the System as a whole better or woise off as a result of
the year’s activities?” The Balance sheet and the Statement of Revenues, Expenses, and Changes
in Net Assets report information about the System’s resources and its activities in a way that
helps answer this question. These statements include all restricted and unrestricted assets and all
Liabilities using the accrual basis of accounting. All of the current year’s revenues and expenses
are taken into account regardless of when cash is received or paid.

These two statements report the System’s net assets and changes in them. You can think of the
System’s net assets - the difference between assets and liabilities - as one way to measure the
System'’s financial health, or financial position. Over time, increases or decreases in the System’s
net assets are one indicator of whether its financial health is improving or deteriorating., You will
need to consider other nonfinancial factors, however, such as changes in the System’s patient
base and measures of the quality of service it provides to the community, as well as local
economic factors to assess the overall health of the System.

The Statement of Cash Flows

The final required statement is the Statement of Cash Flows. The statement reports cash receipts,
cash payments, and net changes in cash resulting from operations, investing, and financing
activities, It provides answers to such questions as “Where did cash come from?” “What was
cash used for?” and “What was the change in cash balance during the reporting period?”




The System’s Net Assets

The System’s net assets are the difference belween its assets and liabilities reported in the Balance
Sheet on page 9. The System’s net assets increased in 2010 by $1,935,491 (9.0 percent) and
increased $486,380 (2.3 percent) in 2009, as you can see from Table 1.

Table 1;: Assets, Liabilities, and Net Assets

2010 2009 2008
Assets:
Current assets $ 11,019,354 $ 9,005,943 $ 7,976,961
Capital assets, net 22,419,564 23,247,870 23,782,175
Other noncurrent assets 9,782,285 9,566,999 8,904,405
Total assets 43,221,203 41,820,812 40,663,541
Liabtlities
Long-term liabilities 15,163,429 16,084,900 16,011,416
Other 4,572,416 4,186,045 3,588,638
Total liabilities 19,735,845 20,270,945 19,600,054
Net assets;
Invested in capital assets, net of
related debt 6,703,194 6,540,859 7,440,455
Restricted for debt service 1,083,308 1,085,612 1,119,988
Restricted for other purposes 72,351 88,554 85,262
Unrestricted 15,626,005 13,834,842 12,417,782
Total Net Assets $ 23,485,358 $ 21,549,867 $ 21,063,487

A significant component of the change in the System’s assets is the change in cash and cash
equivalents. Cash increased $2,183,813 or 78.6 percent in 2010 and decreased $139,5629 or 4.8% in
2009.

Operating Results and Changes in The System’s Net Assets

In 2019, the System'’s net assets increased by $1,935,491 or 9.0 percent, as shown in Table 2 on the
next page. This increase is made up of very different components, and it represents an increase
compared with the increase in net assets for 2009 of $486,380.



Table 2: Operating Results and Changes in Net Assets

Operating Revenues:
Net patient service revenues
Other operating revenues

Total operating revenues

Operating Expenses
Salaries and benefits
Fees to individuals and organizations
Medical supplies and drugs
Depreciation
Other operating expenses

Total operating expenses

Operating income

Nonoperating Revenues and Expenses
Investment income
Interest expense
Amortization
Noncapital grants and contributions
Other nonoperating revenues and
expenses, net

Total nonoperating revenues
(expenses)

Excess {deficiency) of revenues over expenses

before capital grants and contributions

Grants and Contributions
Capital grants and contributions

Increase (decrease} in net assets

Net assets beginning of year

Net assels end of year

Operating Income

The first component of the overall change in the System’s net assets is its operating income -~
generally, the difference between net patient service revenues and the expenses incurred to
perform those services. In the past two years, the System has reported an operating income.

2010 2009
$39,742,062 $36,608,086
842,245 999,476
40,584,307 37,607,562
22,356,618 20,710,754
4,640,797 5,236,837
4,523,680 4,253,436
2,331,852 2,242,004
4,243,329 4,387,124
38,096,276 36,830,155
2,488,031 777,407
132,919 249,090
(708,931) (749,203)
(48,562) (49,021)
30,217 152,137
(2,689) 1,930
(597,046) (395,067)
1,890,985 382,340
44,506 104,040
1,935,491 486,380
21,549,867 21,063,487

$ 23,485,358

$ 21,549,867

2008

$33,957,397

977,021

34,934,418

20,561,997
3,992,188
4,053,811
2,162,092

4,141,338

_ 34911426

22,992

484,445

(745,224)
(49,562)
39,171

(271,170}

(248,178)

(248,178)

21,311,665
$ 21,063,487

Income in 2010 increased by $1,710,624 or 220.0 percent higher than the income reported in 2009.

Operating income in 2009 increased by $754,415 or 3,281.2 percent.



The primary components of these changes in operating incomes are:

¢  Anincrease in total operating revenue of $2,976,745 in 2010 and an increase of
$2,673,144 in 2009.

¢ Decrease in fees for outside individuals and organizations of $596,040 in 2010 and an
increase of $1,244,649 in 2009.

¢  Anincrease in employee compensation and benefits of $1,645,864 or 7.9 percent in 2010
compared to an increase of $148,757 or .7 percent in 2009, The employee compensation
portion of the increase is $1,024,561 in 2010. This increase is due to a cost of living wage
increase, hiring a director for the psychiatric unit, and adding a second hospitalist. The
remaining increase of $621,303 in 2010 is for employee benefits due to wage increases as
well as an increase in health insurance cost.

A new 10-bed inpatient psychiatric unit was opened in July 2008, increasing the number of beds
for the hospital from 49 to 59. A total of 3,060 psychiatric days were recorded for 2010, a 46,1
percent increase from 2,095 days in 2009, the first year in operation. This unit is a geriatric unit,
accepting patients age 55 and older,

The fees for outside individuals and organizations decreased in 2010 due to canceling the
agreement with the company that started and managed the inpatient psychiatric unit for the first
year. These services have now been hired locally.

Nonoperating Revenues and Expenses

Nonoperating revenues consist primarily of investment income, noncapital grants and
contributions, and interest expense. Investment income decreased from $249,090 in 2009 to
$132,919 in 2010. This is a decrease of $116,171, or 46.7 percent due to the continued reductions in
investment rates. Noncapital grants and contributions decreased $121,920 in 2010 primarily due
a decrease in contributions. Interest expense decreased $40,272 in 2010 due to debt reductions.

Grants and Confributions

The System receives grants and contributions from various state and federal agencies for specific
programs. These are discussed in detail in Note A to the financial statements.

The System also receives proceeds from an endowment that is to aid indigent patients.
The System’s Cash Flow

Changes in the System’s cash flows are consistent with changes in operating incomes and non-
operating revenues and expenses, discussed earlier. The System generated cash flows from
operating actvities in 2010 of $5,324,824 or 124.4 percent more than in 2009, In 2009 the System
generated $2,372,927 or 25.9 percent more in cash flows from operating activities than in 2008.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At the end of 2010, the System had $22,419,564 invested in capital assets, net of accumulated
depreciation, as detailed in Note G to the financial statements. In 2010, the System purchased
new equipment costing $1,185,018, exclusive of building and land additions. $1,614,802 was
spent to acquire new equipment in 2009 which included a new MRI. The System spent $481,787
for new equipment in 2008,



Debt

At year-end, the System had $16,395,932 in revenue bonds, capital lease obligations and notes
payable obligations outstanding as detailed in Note H to the financial statements. The System’s
formal debt issuances - revenue notes - cannot be issued without approval of the Lincoln County
Board of commissioners. The amount of debt issued is subject to limitations that apply to the
County and its component units as a whole, There have been no changes in the System’s debt
ratings in the past two years.

Other Economic Factors

Payment methodologies and reimbursement in the future are subject to ever changing
regulations and laws which will have an impact on the system’s financial position and results of
operations.

Americhoice and Amerigroup are the two Managed Care Organizations for Tenncare. They
replaced Blue Cross Tenncare Select in our part of the state. Reimbursement rarely changes from
the Managed Care Organizations noted above.

Likewise the System is continuing to actively recruit physicians of general and specialty for the
success of its operations. A second hospitalist was added this past year along with two family
practice physicians. A search for an orthopedic surgeon and an OB GYN has begun, along with a
part time ENT.

Another factor is the System is also continually evaluating the addition of services that we do not
currently offer. An example would be lithotripsy services that were added this past year.

Contacting the System’s Financial Management

This financial report is designed to provide our patients, suppliers, taxpayers, and creditors with
a general overview of the System's finances and to show the System’s accountability for the
money it receives. If you have questions about this report or need additional financial
information, contact the Chief Financial Officer, at Lincoln County Health System, 106 Medical
Center Blvd., Fayetteville, TN 37334.



LINCOLN COUNTY HEALTH SYSTEM
BALANCE SHEETS
June 30, 2010 and 2009

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Restricted cash
Accounts receivable, net of allowance for doubtful
accounts of $4,535,072 (2010} $3,628,875 (2009)
Estimated third-party payor settlements receivable
Supplies, at cost
Prepaid expenses
Other assets

Total Current Assets

NONCURRENT ASSETS:
Restricted investinents
Capital assets, net of accumulated depreciation
Qther assets:
Investment in insurance fund
Notes receivable, net
Deferred financing costs

Total Noncurrent Assets
TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Current maturities of fong-term debt
Accounts payable
Accrued expenses:
Salaries and payroll taxes
Compensated absences
Interest
Cther
Estimated third-party payor settlements payable
Patient trust funds

Fotal Current Liabilities

NONCURRENT LIABILITIES;
Long-term debt, net of current maturities

TOTAL LIABILITIES

NET ASSETS:
Invested in capital assets, net of related debt
Restricted for:
Bond indenture debt service
Other purposes-expendable
Unrestricted assets
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

The accompanying notes are an integral part of these financial statements.

2010 2009
4,963,836 2,780,023
46,919 57,952
4,857,993 4,940,303
240,923 50,695
770,259 844,587
261,879 203,493
27,493 128,890
11,169,302 9,005,943
9,041,029 8,952,829
22,419,564 23,247,870
126,560 122,645
223,286 74,405
391,410 417,120
32,201,849 32,814,869
43,371,151 41,820,812
944,351 1,039,231
1,271,164 944,402
640,910 574,305
852,685 840,396
103,326 109,407
654,046 429,502
208,963 190,850
46,919 57,952
4,722,364 4,186,045
15,163,429 16,084,900
19,885,793 20,270,945
6,703,194 6,540,859
1,083,808 1,085,612
72,351 88,554
15,626,005 13,834,842
23,485,358 21,549,867
43,371,151 41,820,812




LINCOLN COUNTY HEALTH SYSTEM

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Years Ended June 30, 2010 and 2009

OPERATING REVENUES:
Net patient service revenue, net of provision for
bad debts of $5,149,467 in 2010 and $4,074,703 in 2009
Other operating revenue

Total Operating Revenues
OPERATING EXPENSES;
Employee compensation and benefits
Fees to individuals and organizations
Supplies
Other expenses
Depreciation

Total Operating Expenses
INCOME FROM OPERATIONS

NONOPERATING REVENUES AND (EXPENSES):
Investment income
Interest expense
Amortization
Noncapital grants and contributions
Gain (Loss) on disposal of capital assets

Nonoperating Revenues and {Expenses), net
EXCESS OF REVENUES OVER EXPENSES
Capital Contributions

INCREASE IN NET ASSETS

Net Assets Balance, beginning of year

Net Assels Balance, end of year

The accompanying notes are an integral part of these financial statements,
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2010

$ 39,742,062

2009

$ 36,608,085

842,245 999,476
40,584,307 37,607,562
22,356,618 20,710,754
4,640,797 5,236,837
4523,680 4,253,436
4243329 4,387,124
2,331,852 2,242,004
38,096,276 36,830,155
2,488,031 777,407
132,919 249,090
(708,931) (749,203)
(48,562) (49,021)
30,217 152,137
(2,689) 1,930
(597,046) (395,067)
1,890,985 382,340
44,506 104,040
1,935,491 486,380
21,549,867 21,063,487

$ 23,485,358

$ 21,549,867




LINCOLN COUNTY HEALTH SYSTEM
STATEMENTS OF CASH FLOWS

Years Ended June 30, 2010 and 2009

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from patients and third party payors
Other operating cash receipts
Cash paid to employees for wages and benefits
Cash paid to suppliers for goods and services

Net Cash Provided by Operating Activities

CASH FLOWS FRONM NONCAPITAL FINANCING ACTIVITIES:
Noncapital grants and contributions

Net Cash Provided by Noncapital Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Additions to capital assets, net
Proceeds from disposal of capital assets
Capital contributions
Principal payments on long-term debt
Interest paid on long-term debt, net

Net Cash Used by Capital and Related Financing Activities

CASH FLOWS FRON INVESTING ACTIVITIES:
Interest received
{(Increase) in restricted investments

Net Cash Provided (Used) by Investing Activities

NET INCREASE (DECREASE) TN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

RECONCILIATION OF OPERATING INCOME TO NET
CASH FLOWS FROM OPERATING ACTIVITIES:
Income from operations
Adjustiments to reconcile operating income to
niet cash provided by operating activities:
Depreciation
Provision for bad debts
Payments received on notes receivable arrangements
Proviston for note receivable arrangements
Advances under note receivable arrangements, net
Investment in insurance funds, net
Changes in operating assets and labilities:
{(Increase} in accounts receivable
(Increase) Decrease in supplies
(Increase) Decrease in prepaid expenses
Decrease in other assets
Increase in accounts payable
Increase in accrued expenses
{Pecrease) in estimated third-party payor setilements, net

Net Cash Provided by Operating Activities

SCHEDULE OF NONCASH FINANCING AND INVESTING ACTIVITIES:

Capital lease obligation and capital outlay note issued to acquire equipment,

The accompanying notes are an integral part of these financial statements.
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2010

2009

$ 39,933,145 $ 35,670,320

1,987,112 1,827,432
(22,339,112)  (20,653,109)
(14,256,324)  (14,471,716)
5,324,821 2,372,927

30,217 152,137
30,217 152,137
(1,508,510) (385,929)
2,275 4,500
44,506 104,040
(1,039,203)  (1,008,070)
(715,012) (753,934)
(3,215944)  (2,039,393)
109,097 289,214
(64,378) (914,414)
44,719 (625,200)
2,183,813 (139,529)
2,780,023 2,919,552

$ 4,963,836 $ 2,780,023

$ 2488031 $ 777407
2,331,852 2,242,004
5,149,467 4,074,703

. 47,885
22,701 134,479
(171,582) -
(3,915) 3,163

(5,067,157)  (5,208,249)
74,328 (133,294)
(58,386) 58,542
101,397 754
326,762 91,447
303,438 338,139
(172,115) (54,053)

$ 5324821 $ 2,372,927

$

1,324,340



LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009
NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

The Lincoln County Health System is owned by Lincoln County, Tennessee, ("the County" and "Primary
Government") with interest vested in the Lincoln County Board of Commissioners, The Health System is
not a legal entity separate and apart from the Primary Government and accordingly, it is blended as an
enterprise fund as part of the financial statements of the Primary Government. The Health System is
governed by the Health System Committee ("the Committee"), consisting of four members appointed
from the Lincoln County Board of Commissioners and a physician appointed from the medical staff of
Lincoln Medical Center. Each committee member serves a three-year rotational term.

Principles of Deparfmental Combination

The Health System’s financial statements include the following financial activities also referred to herein
as "departments™: Lincoln Medical Center (the "Medical Center"), Lincoln Medical Center EMS (the
"Ambulance Service"), Lincoln Medical Home Health and Hospice (the "Home Health Care"), Patrick
Rehab-Wellness Center (the "Wellness Center") and Lincoln and Donalson Care Centers (the "Care
Centers"). All significant interdepartmental transactions have been eliminated.

The Medical Center provides general acute health care services for Lincoln County and surrounding
areas. It is licensed for 49 acute care beds and 10 geropsych beds. The Ambulance Service provides
emergency medical transportation services. The Home Health Care provides skilled nursing, therapy and
personal care services. The Patrick Rehab-Wellness Center provides centralized rehabilitation, health
education, therapy and other related programs and services to other departments of the Health System
and to local businesses, industries and residents. The Lincoln Care Center and Donalson Care Center
provide ong-term health care services. They are licensed for 145 intermediate-level and 125 skilled-level
care beds. The Donalson Care Center is also licensed for 24 beds for assisted living services.

The Medical Center’s financial statements include Lincoln Medical Center Auxiliary Gift Shop (the
“ Auxiliary”). The Auxiliary is not a separate legal entity and it is subject to financial accountability to the
Committee. As of and for the year ended June 30, 2010, the Auxiliary’s total assets, current assets, and net
assets totaled $72,351, that are reported as restricted for other purposes in the balance sheet. Their income
from operations totaled $11,230. During 2010, the Auxiliary made noncapital and capital contributions
totaling $27,432 to the Medical Center. As noted above, these interdepartmental fransactions have been
eliminated in the financial statements.

Basis of Accounting

The Health System uses enterprise fund accounting. Revenues and expenses are recognized on the
accrual basis using the economic resources measurement focus. Accordingly, revenues are recognized
when earned, and expenses are recognized when incurred.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally
are followed in the Health System enterprise fund financial statements to the extent that those standards
do not conflict with or contradict guidance of the Governmental Accounting Standards Board (GASB).
Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The Health System has elected not to
follow subsequent private-sector guidance,

12



LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management o make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates,

Deposifs

The Health System’s cash and cash equivalents are considered to be cash on hand, demand deposits and
short-term investments with original maturities of three months or less from the date of acquisition,
excluding restricted cash held for patient trust funds. State statutes authorize the Health System to invest
in obligations of the U.S. Treasury, bank certificates of deposit, State approved repurchase agreements
and pooled investment funds, consisting of State or local bonds, rated A or higher by a nationally
recognized rating service. The carrying amount for deposits approximates fair value.

Investments

Investments consist of restricted cash by contributors and investments (primarily bank certificates of
deposit and money market mutual funds) held for internally designated purposes by the Health System,
and funds legally restricted for debt service requirements and held by a trustee under an indenture
agreement. The carrying amount for investments approximates fair value.

Supplies
Supplies are stated at cost (first-in, first-out method) that approximates the lower of cost or market.
Capital Assefs

Capital assets are stated at cost, less accumulated depreciation that is computed on the straight-line
method over the estimated useful life of the asset. Interest cost incurred on borrowed funds during the
period of construction of capital assets is capitalized as a component of the cost of acquiring those assets.
There was no interest cost capitalized on borrowed funds for the years ended June 30, 2010 and 2009,
respectively.

Contributed capital assets are reported at their estimated fair value at the time of their donation.

Major expenditures for property and those that substantially increase useful lives are capitalized.
Maintenance, repairs and minor renewals are expensed as incurred.

Grants and Contributions

From time to time, the Health System receives grants and contributions from individuals and private
organizations. Revenues from grants and contributions (including contributions of capital assets) are
recognized when all eligibility requirements, including time requirements are met. Grants and
contributions may be restricted either for specific operating purposes or for capital purposes. When both
restricted and unrestricted resources are available for use, the Health System uses the restricted resources
first, then the unrestricted resources as they are needed. Amounts that are unrestricted or that are
restricted to a specific operating purpose are reported as nonoperating revenues. Amounts restricted to
capital acquisitions are reported after nonoperating revenues and expenses.

13



LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Campensated Abseinces

The Health System’s employees earn paid time off (“PTO") benefits for vacation, sick, and holiday leave
at varying rates that may accumulate up to a specified maximum depending on years of service. In the
event of termination, an eligible employee is paid for accumulated PTO benefits. The estimated amount
of PTO payable is accrued when earned and reported as a current liability in the accompanying financial
statements.

Deferred Financing Costs

Financing costs incurred for issuance of bonds are amortized over the term of the respective bond issue
using the straight-line method. Amortization expense was $48,562 and $49,021 for the years ended June
30, 2010 and 2009, respectively.

Charity Care

The Health System provides care to patients who meet certain criteria under its charity care policy
without charge or at amounts less than its established rates. Because the Health System does not pursue
collection of amounts determined to qualify as charity care, they are not reported as revenue.

Inconte Taxes

The Health System, as an instrumentality of Lincoln County, Tennessee, is exempt from income taxes.

Risk Management

The Health System is exposed to various risks of losses related to forts; thefts of, damage to, and
destruction of assets; errors and omissions; employee injuries and illnesses; natural disasters; medical
malpractice; and employee health, dental, and accident benefits. The Health System maintains
commercial insurance coverage for claims arising from such matters. Settled claims in the past three
years have not exceeded insurance coverage. There were no significant reductions in coverage compared
to the prior year.

Net Assels

Net assets of the Health System are classified in the following components. Net assets invested in capital
assets, net of related debt consist of capital assets net of accumulated depreciation and reduced by the
current balances of any outstanding borrowings used to finance the purchase or construction of those
assets. Restricted expendable net assets are noncapital net assets that must be used for a particular purpose,
as specified by creditors, grantors, or contributors external to the Health System, including amounts
deposited with trustees as required by revenue bond indentures, as discussed in Note E. Restricted
nonexpendable nef assels equal the principal portion of permanent endowments of which the Health System
has none. Unrestricted net assets are remaining net assets that do not meet the definition of the other
components,

Operating Reventues and Expenses

The Health System’s statement of revenues, expenses and changes in net assets distinguishes between
operating and nonoperating revenues and expenses. Operating revenues result from exchange
transactions associated with providing patient health care services—the Health System’s principal
activity. Therefore, no additional segment financial information or disclosures are presented.
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Patient service revenue is recorded at the estimated net realizable amounts from patients, third-party
payors, and others for services rendered. Seftlements under reimbursement agreements with third-party
payors are estimated and recorded in the period the related services are rendered and are adjusted in .
future periods as adjustments become known or as years are no longer subject to audit, review or
investigation. Laws governing the third-party programs are extremely complex and subject to
interpretation. As a result, there is at least a reasonable possibility that recorded estimates will change by
a material amount in the near term.

Other operating revenues include charges for sale of medical and pharmaceutical supplies, medical
transcripts, cafeteria sales, educational training services, etc.

Investment income, nonexchange revenues, grants and contributions received for purposes other than
capital asset acquisition, are reported as nonoperating revenues.

Operating expenses are all expenses incurred to provide health care services, other than financing costs.

The Health System receives payments on a periodic basis from an endowment fund for the benefit of
eligible patients. The endowment fund is legally separate from the Health System and under the control
of an independent trustee. Therefore, it is not included in the Health System’s financial statements.

Reclassifications

Certain reclassifications have been made in the 2009 financial statements to conform to the 2010 financial
statements presentation. Such reclassifications had no effect on the results of operations as previously
reported.

NOTE B; DESIGNATED NET ASSETS

Unrestricted net assets include designated nel assets by the Health System totaling $7,895,126 and
$7,788,870 as of June 30, 2010 and 2009, respectively, for specific purposes such as future capital
improvements, insurance and debt service as described in Note E. The designated funds remain under
the control of the Health System which may at its discretion later use the funds for other purposes.

NOTE C: CHARITY CARE

Charges foregone for services and supplies furnished under the Health System’s charity care policy
totaled $511,033 and $272,126 and for the years ended June 30, 2010 and 2009, respectively.

NOTE D: NET PATIENT SERVICE REVENUE
A summary of the payment arrangements with major third-party payors follows:

Medicare - Medical Center inpatient care services rendered to Medicare program beneficiaries are paid at
prospectively determined rates per discharge. These rates vary according to a patient classification
system that is based on clinical, diagnostic, and other factors. Medical Center outpatient services to
Medicare beneficiaries are paid using a prospective payment system based on the patient’s ambulatory
patient classification group. Geropysch services, ambulance services, and rehab services related to
Medicare beneficiaries are paid based upon a cost/fee screen reimbursement methoedology.

Care Center skilled nursing care services and Home Health Care services to Medicare beneficiaries are
paid based on prospective payment arrangements. Care Center Medicare payments are based on a blend
of the Care Center's specific cost and a regional prospective payment rate. The rate varies according to a
patient classification system that is based on patient clinical, diagnostic, and other factors. Home Health
Care payments for services to Medicare beneficiaries are based on the patient’s resource group
classification for patient clinical, functional, and service level factors.
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE D: NET PATIENT SERVICE REVENUE (CONTINUED)

Each department is reimbursed at a tentative rate with final settlement determined after submission of an
annual cost report by the department and audit thereof by the Medicare fiscal intermediary. The Health
System’s Medicare cost reports have been audited by the fiscal intermediary through June 30, 2007.

Medicaid - The Medicaid program for acute care services was replaced by a waiver program, TennCare,
as approved by the Health Care Financing Administration (“HCFA”). Services to program beneficiaries
are provided under contract with various managed care organizations through the State of Tennessee
TennCare program. Payments for Medical Center inpatient services are paid based either upon a
prospective per diem rate or per discharge rate. Payments for Hospital outpatient, Ambulance, Wellness
Center, and Home Health Care services are paid based upon a percentage of charges or per diem,

Care Center services rendered to Medicaid program beneficiaries are reimbursed at per diem rates
determined by the State of Tennessee Comptroller's Office. The rates for both intermediate care (level I}
and skilled care (level II) program beneficiaries are paid on a prospective per diem basis subject to a
statewide ceiling for each rate.

Others - The Medical Center, Ambulance Service, and Wellness Center have entered into payment
agreements with certain commercial insurance carriers and managed care health plans. The basis for
reimbursement under these agreements includes prospectively determined rates per discharge, discounts
from established charges, and prospectively determined per diem rates.

The Medical Center received $28,203 and $19,379, from an endowment fund for the years ended June 30,
2010 and 2009, respectively, for patient care that is included in net patient service revenue.

NOTE E: DEPOSITS AND INVESTMENTS

The Health Systemy’s carrying amount of deposits was $4,963,836 and $2,780,023 and the bank balance
was $5,294,075 and $2,850,429 as of June 30, 2010 and 2009, respectively. The Health System’s carrying
amount for restricted cash and investments, excluding amounts held under an indenture agreement, was
$8,004,140 and $7,925,169 and the bank balance was $7,936,502 and $7,882,341 as of June 30, 2010 and
2009, respectively. The bank balances totaling $13,230,577 are either insured by the Federal Deposit
Insurance Corporation or Tennessee Bank Collateral Pool. The bank balances are not subject to custodial
credit risk,

Interest Rate Risk

For an investment, this is the risk that a change in inferest rates will affect the fair market value of
investments held. The Health System has established a debt service reserve fund under an indenture
agreement for repayment of the Series 1998 bonds. The reserve fund consists of a money market fund
that normally invests at least 80% of its assets in U. S. Treasury securities and repurchase agreements for
those securities. Its value as of Tune 30, 2010 was $1,083,808. Generally, these investments maintain a
dollar weighted average maturity at 60 days or less. These investments are exposed to declines in fair
values due lo interest rate changes. The Health System’s exposure is mitigated through the limited
maturities of the investments.

The Health System currently has no formal policy addressing interest rate or custodial credit risks.
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE E: DEPOSITS AND INVESTMENTS (CONTINUED)

Restricted investments are held as follows as of June 30:

2010 2009

Internally designated for capital improvements,
insurance and debt service: $ 7,805,126 $ 7,788,870
Restricted by contributors 62,095 78,347
Held under an indenture agreement 1,083,808 1,085,612
Held under patient trust fund arrangements - cash 46,919 57,952
9,087,948 9,010,781
Less amountis reclassified to meet current liabilities 46,919 57,952
$ 9,041,029 $ 8,952,829

NOTE F: NOTES RECEIVABLE ARRANGEMENTS

The Medical Center has advanced money to physicians to assist in the establishment of their medical
professional practices. Advances are to be repaid by cash payment or continuation of the physicians’
medical practices for a certain period based upon the terms of these arrangements. Net advances to
physicians totaled $171,582 and $0 for the years ended June 30, 2010 and 2009, respectively, Net
repayments from physicians totaled $0 and $47,885 for the years ended June 30, 2010 and 2009,
respectively. The Health System provided provisions for continuation of the medical practices under
these arrangements totaling $22,701 and $134,479 for 2010 and 2009, respectively. As of June 30, 2010 and
2009, net advances totaling $223,286 and $74,405, respectively, were due under these arrangements,

NOTE G: CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2010 was as follows:

June 30, June 30,
2009 Additions Retirements 2010
Capital assets, not being depreciated:
Land $ 773,754 § - 3 - % 773,754
Property under capitalized lease 300,000 - - 300,000
Construction in progress 1,870 188,430 {1,870) 188,430
Total capital assets, not being depreciated 1,075,624 188,430 (1,870} 1,262,184
Capital assets, being depreciated:
Ground improvements 2,258,292 - - 2,258,292
Building & improvements 26,932,266 136,932 - 27,069,198
HEquipment 13,629,172 1,185,018 (98,197) 14,715,993
Equipment under capitalized lease 159,340 - - 159,340
Total capital assets being depreciated 42,979,070 1,321,950 {98,197} 44,202,823
Less accumulated depreciation for:
Ground improvements {627,163) (81,094) - {708,257)
Buildings and improvements (11,188,685) (961,214) - (12,149,899)
Equipment (8,971,059) (1,269,626) 93,233 (10,147,452)
Equipment under capitalized lease (19,917) (19,918) - (39,835)
Total accumulated depreciation (20,806,824) (2,331,852) 93,233 (23,045,443)
Capital assets, net $ 23,247870 % (821,472) $ (6,834) $ 22,419,564
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE G: CAPITAL ASSETS (CONTINUED)

Capital asset activity for the year ended June 30, 2009 was as follows:

June 30, June 30,
2008 Additions Retirements 2009
Capital assets, not being depreciated:
Land $ 773,754 % - 5 - $ 773,754
Property under capitalized lease 300,000 - - 300,000
Construction in progress - 1,870 - 1,870
Total capital assets, not being depreciated 1,073,754 1,870 - 1,075,624
Capital assets, being depreciated:
Ground improvements 2,258,292 - - 2,258,292
Building & improvements 26,838,669 93,597 - 26,932,266
Equipment 12,238,150 1,455,462 (64,440) 13,629,172
Equipment under capitalized lease - 159,340 - 159,340
Total capital assets being depreciated 41,335,111 1,708,399 (64,440) 42,979,070
Less accumulated depreciation for:
Ground improvements (545,458) (81,705) - {627,163}
Buildings and improvements (10,205,565) (983,120} - (11,188,685}
Equipment (7,875,667} (1,157,262} 61,870 {8,971,059)
Equipment under capitalized lease - (19,917) - {19,917}
Total accumulated depreciation {18,626,690) {2,242,004) 61,870 {20,806,824)
Capital assels, net $ 23,782,175 § (531,735) % (2,570 $ 23,247,870

The general depreciation rates based on the useful lives for depreciable capital assets is 5% for ground
improvements, 2.5% to 5% for building and improvements, and 5% to 20% for equipment and equipment
under capital lease. Depreciation expense for the years ended June 30, 2010 and 2009 totaled $2,331,852
and $2,242,004, respectively.

The construction in progress is computer equipment and EMR software that was not in service at June 30,
2010. The Health System plans to have this equipment in service by November 2010,
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE H: LONG-TERM DEBT
The following is a schedule of long-term debt activity for the year ended June 30, 2010:

June 30, June 30, Due Within
2009 Additions Reductions 2010 One Year

Series 1998, due in installments of $430,000 to

$495,000 through May 2013, inferest rates

ranging from 5.00% to 5.125%. $ 1,850,000 $
Series 2001, final installment of $140,000

due May 2011, at an interest rate

of 4.45%. 275,000 - {135,000) 140,000 140,000
Series 2004, Hospital Facility Lease Revenue and

$  (430,000) $ 1,420,000 $ 450,000

Tax Refunding Bonds, due in instatlments of
$40,000 to $800,000 through May 2023, at an interest
rate of 3.875%. 6,965,000 - {40,000) 6,925,000 40,000

Note Payable, General Electric Capital Corporation,
due in monthly installments of $13,560 through

October 2010, at an interest rate of 4.28%. 197,712
Series 2007, Hospital Facility Lease Revenue and

Tax Refunding Bonds, due in installments of
$10,000 to $1,040,000 through May 2028, at

an interest rate of 4.2%. 4,925,000 - {10,000) 4,915,000 10,000
Series 2007, General Obligation Refunding Bonds,

(157,320) 40,392 40,392

due in monthly installments of $10,000 to

$220,000 through May 2021, at an interest rate

of 3.93%. 1,880,000 - {10,000) 1,870,000 10,000
Capital Lease Obligation, due in monthly instaliments

of $3,561 through April 2017, at an interest rate

of 7.5%. 252,560 - (24,626} 227,934 26,537
Capital Lease Obligation, final installment

of $13,547 paid July 2009, at an interest rate

of £.4%. 13,547 - (13,547) - -
General Obligation Capital Qutlay Nole, due in monthly

installments of $21,403 through January 2014, at an

interest rate of 3.9%. 1,076,316 - {218,710} 857,606 227422
Toal long-term debt 17,435,135 $ - % {1,039,203) 16,395,932 3 944,351
Less current maturities of long-term debt (1,039,231) (944,351)
Less Series 2004 deferred refunding costs {245,840) {228,175)
Less Series 2007 deferred refunding costs (102,464) {95,407}
Add unamortized bond premium 37,300 35,430
Total noncurrent liabilities $ 16,084,900 $ 15,163,429
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE H: LONG-TERM DEBT (CONTINUED)

The following is a schedule of long-term debt activity for the year ended June 30, 2009

June 30, June 30, Due Within
2008 Additions Reductions 2009 One Year
Series 1998, due in installments of $410,000 to
$495,000 through May 2013, interest rates
ranging from 5.00% to 5.125%. 3 2,260,000 - % (410,000) 5 1,850,000 5 430,000
Series 2001, due in installments of $135,000 to
$140,000 through May 2011, at interest rates
ranging fron 4.1 % to 4.45%. 405,000 - {130,000) 275,000 135,000
Series 2004, Hospital Facility Lease Revenue and
Tax Refunding Bonds, due in installments of
$40,000 to $800,000 through May 2023, at an interest
rate of 3.875%. 7,005,000 - (40,000) 6,965,000 40,000
Note Payable, General Electric Capital Corporation,
due in monthly installments of $13,560 through
October 2010, at an interest rate of 4.28%, 348,453 - (150,741} 197,712 157,320
Series 2007, Hospital Facility Lease Revenue and
Tax Refunding Bonds, due in installments of
$10,000 to 51,040,000 through May 2028, at
an interest rate of 4,2%. 4,935,000 - (10,000} 4,925,000 16,000
Series 2007, General Obligation Refunding Bonds,
due in monthly installments of $10,000 to
$220,000 through May 2021, at an interest rate
of 3.93%. 1,890,000 - {10,000} 1,880,080 10,000
Capital Lease Obligation, due in monthly instaliments
of $3,561 through April 2017, at an interest rate
of 7.5%. 275412 - (22,852} 252,560 24,626
Capital Lease Obligation, final installment
of $13,547 due July 2009, at an interest rate
of 4.4%. - 159,344 (145,793) 13,547 13,547
General Obligation Capital Outlay Note, due in monthly
installments of $21,403 through January 2014, at an
interest rate of 3.9%. - 1,165,000 (88.684) 1,076,316 218,738
Toal long-term debt 17,118,865 1,324,340 $ (1,008,070} 17,435,135 § 1,039,231
Less current maturities of long-term debt (773,593) {1,039,231)
Less Series 2004 deferred refunding costs (263,505) (245,840)
Less Series 2007 deferred refunding costs (109,521) (102,464)
Add unamortized bond premium 39,170 37,300
Total noncurrent liabilities $ 16,011,416 5 16,084,900

The unamortized bond premium is being amortized over the life of the related indebtedness using a

method that approximates the interest method.
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

NOTE H: LONG-TERM DEBT (CONTINUED)

The annual requirements to amortize all long-term debt outstanding as of June 30, 2010 are as follows:

Year Ending

June 30, Principal Interest
2011 $ 944,351 $ 672,601
2012 950,050 630,129
2013 986,659 585,922
2014 926,101 540,646
2015 810,788 507,145

2016-2020 4,422,983 2,030,843

2021-2025 4,365,000 1,160,987

2026-2028 2,990,000 254,730

$ 16395932 $ 6,383,003

Series 1998

The Series 1998 Hospital Facility Lease Revenue and Tax Bonds were issued in the total amount of
$15,000,000 to construct and purchase equipment for the new Medical Center built in 2001. The bonds are
the ultimate obligation of Lincoln County, Tennessee. The Series 1998 bond agreement contains various
covenants, including the establishment of a Debt Service Reserve Fund for repayment of the bonds, and
maintenance of a certain debt service coverage ratio. For the year ended June 30, 2010, the Health System
complied with the restrictive covenants including the required debt service covenant ratio,

The bonds maturing May 1, 2009 through May 1, 2013 are not subject to optional redemption. The bonds
maturing on or after May 1, 2014 have been redeemed by advance refunding in August 2004 and June
2007. See Series 2004 and Series 2007 bonds below for further information,

Series 2001

The Series 2001 General Obligation Refunding and Public Improvement Bonds were issued in the total
amount of $4,060,000 to purchase furniture and equipment for the Medical Center and to refund
$1,010,000 of existing Wellness Center and Care Centers’ debt. The bonds are the ultimate obligation of
Lincoln County, Tennessee. The bonds mature May 1, 2011 without the option of prior redemption.
Bonds maturing on or after May 1, 2012 have been redeemed by advance refunding in June 2007. See
Sertes 2007 bonds below for further information.

Series 2004

In a prior year, the Health System defeased a portion of the Series 1998 bonds by issuance of $7,115,000
Series 2004 Hospital Facility Lease Revenue and Tax Refunding Bonds and placing the proceeds of the
bonds in an irrevocable trust to provide for all future debt service payments on the old bonds.
Accordingly, the trust account assets and the liability for the defeased bonds are not included in the
Health System’s financial statements. At June 30, 2010, $6,625,000 of the bonds outstanding are
considered defeased.

The Series 2004 bonds are the ultimate obligation of Lincoln County, Tennessee. The bonds maturing
May 1, 2009 through May 1, 2013 are not subject to redemption prior to maturity. The bonds maturing
May 1, 2014 and thereafter are subject to redemption on or after May 1, 2013 and thereafter, as a whole or
in part, at any time, at the redemption price plus interest accrued to the redemption date, The Series 2004
bond agreement contains various covenants, including the maintenance of a certain debt service coverage
ratio. For the year ended June 30, 2010, the Medical Center did comply with the debt service coverage
ratio.
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June 30, 2010 and 2009

NOTE H: LONG-TERM DEBT (CONTINUED)
Series 2007

In a prior year, the Health System defeased portions of the Series 1998 and Series 2001 bonds by issuance
of $4,960,000 Series 2007 Hospital Facility Lease Revenue and Tax Refunding Bonds and $1,905,000 Series
2007 General Obligation Refunding Bonds and placing the proceeds of the bonds in an frrevocable trust to
provide for all future debt service payments on the old bonds. Accordingly, the trust account assets and
the liability for the defeased bonds are not included in the Health System’s financial statements. At June
30, 2010, $6,655,000 of the bonds cutstanding are considered defeased.

Both Series 2007 bonds are the ultimate obligation of Lincoln County, Tennessee. Both Series 2007 bonds
are subject to redemption prior to maturity, as a whole or in part, at any time, at the redemption price
plus interest accrued to the redemption date for bonds maturing after May 1, 2017. The Series 2007 bonds
contain various covenants, including the maintenance of a certain debt service coverage ratio. The
unrefunded Series 1998 and Series 2004 bonds are on a parity lien with the Series 2007 bonds. For the
year ended June 30, 2010, the Medical Center did comply with the debt service coverage ratio,

Other Debt

The note payable and capital lease obligations are secured by the related property and equipment,
respectively. The gross amount of assets recorded under capital leases and the accumulated
amortization/depreciation is recorded in the balance sheet and described in Note G. The future
minimum lease payments and the net present value of these minimum lease payments are included above
in the annual requirements to amortize outstanding Iong-term debt.

The capital outlay note is a general obligation of Lincoln, County, Tennessee.
NOTEI: PENSION PLAN
Medical Center, Ambulance Service, Home Health Care, and Welluess Center

Employees of the Medical Center, Ambulance Service, Home Health Care, and Wellness Center are
included in the Lincoln County Courthouse Employees’ Pension Plan.

Plan Description

Employees of Lincoln County Courthouse Employees’ Pension Plan are members of the Political
Subdivision Pension Plan (PSPP), an agent multiple-employer defined benefit pension plan (the “Plan”)
administered by the Tennessee Consolidated Retirement System (TCRS). TCRS provides retirement
benefits as well as death and disability benefits. Benefits are determined by a formula using the
member’s high five-year average salary and years of service. Members become eligible to retire at the age
of 60 with 5 years of service or at any age with 30 years of service. A reduced retirement benefit is
available to vested members at the age of 55, Disability benefits are available to active members with five
years of service who become disabled and cannot engage in gainful employment. There is no service
requirement for disability that is the result of an accident or injury occurring while the member was in the
performance of duty. Members joining the system after July 1, 1979, become vested after 5 years of
service and members joining prior to July 1, 1979, were vested after 4 years of service. Benefit provisions
are established in state statute found in Title 8, Chapter 34-37 of the Tennessee Code Annotated (TCA).
State statutes are amended by the Tennessee General Assembly. Political subdivisions such as Lincoln
County Courthouse Employees participate in the TCRS as individual entities and are liable for all costs
associated with the operation and administration of their plan. Benefit improvements are not applicable
fo a political subdivision unless approved by the chief governing body.

The TCRS issues a publicly available financial report that includes financial statements and required
supplementary information for the PSPP. That report may be obtained by writing to Tennessee Treasury
Department, Consolidated Retirement System, 10th Floor Andrew Jackson Building; Nashville, Tennessee
37243-0230 or can be accessed at www.lreasury.state.tn.us. Copies of footnotes in PDF format can be
accessed at www.treasury.state.tn.us/tcrs/PS.
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LINCOLN COUNTY HEALTH SYSTEM
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June 30, 2010 and 2009
NOTE I PENSION PLAN (CONTINUED)
Funding Policy

Lincoln County Courthouse Employees’ Pension Plan requires employees to contribute 5.0 percent of
earnable compensation.

Plan members are required to contribute at an actuarially determined rate. The current rate is 5.54% of
annual covered payroll. The contribution requirement of plan members is set by state statute. The
contribution requirement for Lincoln County Courthouse Employees’ Pension Plan is established and
may be amended by the TCRS Board of Trustees. The Health System contributions for participating
departments for the years ending June 30, 2010, 2009, and 2008 were $502,444, $462,425, and $441,309,
respectively, equal to the required contributions for each year.

Care Cenfers

The Care Centers adopted a defined contribution pension plan, under Sections 401(a) and 457 of the
Internal Revenue Code, covering all employees who are 21 years of age and have completed 1,000 hours
of service. Participants become fully vested after six years (20% after 2 years plus 20% for each subsequent
year). Participants become eligible to retire at the age of 60 or completion of 5 years of service, whichever is
Iater. The plan provides for early retirement at the age of 55 and the completion of 30 years of service.
Eligible participants may contribute a portion of their salary, up to the legal limit established by the
Internal Revenue Code. The Care Centers will match up to 50% of the employee’s contribution up to the
first 3% of gross pay. Employer and employee contributions under this plan totaled $28,743 and $30,204
and $96,013 and $98,476 for the years ended June 30, 2010 and 2009, respectively.

Deferred Compensation Plan

The Health System offers an optional deferred compensation plan to its employees created in accordance
with Section 457 of the Internal Revenue Code. This plan is available to all employees on a voluntary basis
and allows participants to defer a portion of their current income until future years to shelter such funds
and eamings from federal taxation until withdrawal. The deferred compensation is not available to
participants until termination, retirement, death or unforeseeable emergency.

The plan is administered through a third-party administrator, The Hartford Group. The Health System
does not perform the investing function and has no fiduciary accountability for the plan. Thus, plan assets
and any related liabilities to plan participants have been excluded from the Health System’s financial
statements.

NOTEJ: RISK MANAGEMENT

The Health System contracts with Blue Cross of Tennessee to provide a self-insured group health
insurance plan to eligible employees and their eligible dependents, as defined in the contract. The Health
System has also purchased reinsurance for claims paid in any one-contract year, in excess of $96,000 per
member, which includes employees and their eligible dependents. Claims are paid on a monthly basis by
Blue Cross with a settlement at the end of each quarter for the excess or deficit of premiums paid by the
Health System over or under claims paid by Blue Cross.

Claims expense and liabilities are reported when it is probable that a loss has occurred and the amount of

that loss can be reasonably estimated. These losses include an estimate of claims that have been incurred
but not reported {claims lag).
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June 30, 2010 and 2009
NOTE J: RISK MANAGEMENT (CONTINUED)

As of June 30, 2010 and 2009, the Health System accrued $531,752 and $158,277 respectively, for an
estimated claims lag. Changes in the reported liability for 2010 and 2009 resulted from the following:

2010 2009
Balance, beginning of year $ 158277 % 144,674
Current year claims and settlements 2,306,346 1,581,376
Claim payments (1,932,871) (1,567,773)
Balance, end of year $ 531,752 $ 158,277

The Committee has internally designated cash to use for payment of future insurance premiums. As of
June 30, 2010, this internally designated cash, including interest earned, totaled $158,262.

NOTE K: CONCENTRATIONS OF CREDIT RISK
The Health System grants credit without collateral to its patients, most of whom are local residents and

are insured under third-party payor agreements and managed care health plans. The following is a
summary of the mix of accounts receivable from third-party payors and patients as of June 30:

2010 2009
Medicare 31% 36%
Medicaid 17% 13%
Other third-party payors 19% 22%
Patients 33% 29%

100%  100%

NOTE L: MANAGEMENT AGREEMENT

The Health System has an agreement with Quorum Health Resources, LLC, (“QHR”), to provide
management services and certain key personnel for a five year period ended June 30, 2010. This
agreement was renewed for a fifteen month period, ending September 30, 2011. Management fees are
subject to annual adjustment by an inflation factor as defined in the agreement. Management fees paid
for 2010 and 2009 were $664,146 and $645,898, respectively. Total payments to QHR for 2010 and 2009
were $702,301 and $665,334, respectively, which includes reimbursement for travel, dues, and key
personnel who provide services to the Health System.

NOTE M: CONTINGENCIES AND COMMITMENTS

The Health System is involved in litigation arising in the ordinary course of business. The ultimate
outcome of the litigation is unknown at the present time. Accordingly, no provision for any liability that
might result has been made in the accompanying financial statements. After consultation with legal
counsel, management estimates that those matters not covered by insurance will be resolved without
material adverse effect on the Health System’s financial position or results of operations.

Leases that do not meet the criteria for capitalization are classified as operating leases with related rentals

charged to operations as incurred. The Health System leases various equipment and property under
operating leases that can be canceled under terms less than one year.
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June 30, 2010 and 2009

NOTE M: CONTINGENCIES AND COMMITMENTS (CONTINUED)

The following is a schedule by year of future minimum noncancelable lease payments as of June 30, 2010:

Year Ending

_June30,

2011 $ 15,000
2012 15,000
2013 15,000
2014 15,000
2015 15,600
Later Years 75,000

$ 150,000

Rental expense under all operating leases for 2010 and 2009 totaled $205,710 and $299,790, respectively.

The Health System leases office space in its medical office building to physicians primarily under three-
year lease terms and also leases office space at Lincoln Care Center, The following is a schedule by year of
future minimum rentals under noncancelable leases that expire under existing terms through 2016:

Year Ending
June 30,

2011 $ 138,534
2012 149,049
2013 83,901
2014 62,225
2015 63,365
Later Years 10,593

$ 507,667

Rental income received for 2010 and 2009 totaled $198,072 and $209,288, respectively. Rental income is
included in other operating revenue in the accompanying financial statements. The cost and accumulated

depreciation related to the medical office building is included in property and equipment (see Note G) as
follows:

Cost $ 3,569,499
Accumulated depreciation (856,940}
Net Book Value $ 2,712,559

NOTE N: LINCOLN COUNTY HEALTH SYSTEM FOUNDATION

The Lincoln County Health System Foundation (“Foundation”) is a legally separate, tax-exempt
supporting organization closely related to the Health System. The Health System does not control the
timing or amount of receipts from the Foundation or have the ability to access the resources from the
Foundation. Accordingly, the net assets of the Foundation are not reported by the Health Systen.
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LINCOLN COUNTY HEALTH SYSTEM
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009
NOTE N: LINCOLN COUNTY HEALTH SYSTEM FOUNDATION (CONTINUED)

However, for informational purposes only, a summary of the Foundation’s assets, liabilities, net assets,
results of operations, and changes in net assets follows as of June 30, 2010.

Assets, cash and cash equilvalents $ 57,698
Liabilities -
Unrestricted net assets $ 57,698
Support and revenue $ 35,303
Expenses (45,780)
Deficiency of support and revenue over expenses (10477)
Unrestricted net assets, beginning of year 68,175
Unrestricted net assets, end of year $ 57,698

NOTE O - PLEDGED REVENUES

The Health System has pledged revenues to secure certain revenue bonds as described in Note H. The
current year revenues, debt service, and future pledge commitment are as follows:

Current Year Remaining Pledge
Principaland  Percent of based on future Commitment
Operating  Interest Paid on  Current  Principal and Interest  Period through
Revemues  Revenue Bonds  Revenue Requirements Fiscal Year
$ 40,584,307 $ 1,050,456 2.6% $ 19,010,003 2028
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LINCOLN COUNTY HEALTH SYSTEM
DEFARTMENTAL BALANCE SHEET

June 30, 2010
Lincoln Patrick Lincoln &
Lincoln Medical Home Rehab- Donalson
Medical Center Health Wellness Care
Center EMS Care Center Centers Total
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 175593 $ - % 24668 § 9527 $ 3173707 § 4,963,836
Restricted cash - - - - 46,919 46,919
Accounts receivable - net 2,959,671 - 644 444 - 1,253,878 4,857,993
Estimated third-party payor
settlements receivable - - - - 90,975 90,975
Supplies, at cost 719,482 - - - 50,777 770,259
Prepaid expenses 218,407 - 1,825 35 41,612 261,879
Due from (to) departments (2,193,449} - - - 2,193,449 -
Other assets 6,168 - - - 21,325 27,493
Total Current Assets 3,466,213 - 670,937 9,562 6,872,642 11,019,354
NONCURRENT ASSETS:
Restricted investments 1,246,111 - - - 7,794,918 9,041,029
Capital assets, net of accumulated depreciation 16,634,065 358,391 121,993 1,093,647 4,211,468 22,419,564
Other assets:
Investment in insurance fund 84,063 - - - 42,497 126,560
Notes receivable, net 223,286 - - - - 223,286
Deferred financing costs 391,410 - - - - 391,410
Total Noncurrent Assets 18,578,935 358,391 121,993 1,093,647 12,048,883 32,201,849
TOTAL ASSETS $ 22,045,148 $ 358,301 $ 792930 $ 1103209 $ 18921525 § 43,221,203
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Current maturities of long-term debt $ 917814 3 - 5 - % 26537 % - $ 944,351
Accounts payable 913,950 11,624 4,182 33,087 308,321 1,271,164
Accrued expenses:
Salaries and payroll taxes 368,160 23,525 13,957 32,341 202,927 640,910
Compensated absences 499,278 36,604 9,225 36,267 271,311 852,685
Interest 103,326 - - - - 103,326
Other 276,590 - - 54 377,402 654,046
Estimated third-party payor
settlements payable 59,015 - - - - 59,015
Patient trust funds - - - - 46,919 46,919
Total Current Liabilities 3,138,133 71,753 27,364 128,286 1,206,880 4,572,416
NONCURRENT LIABILITIES:
Long-term debt, net of current maturities 14,962,031 - - 201,398 - 15,163,429
TOTAL LIABILITIES 18,100,164 71,753 27,364 329,684 1,206,880 19,735,845
NET ASSETS:
Invested in capital assets, net of related debt 1,145,630 358,391 121,993 865,712 4,211,468 6,703,194
Restricted for:
Bond indenture debt service 1,083,808 - - - - 1,083,808
Other purposes-expendable 72,351 - - - - 72,351
Unrestricted assets {deficit} 1,643,195 {71,753) 643,573 (92,187) 13,503,177 15,626,005
TOTAL NET ASSETS 3,944,984 286,638 765,566 773,526 17,714,645 23,485,358

TOTAL LIABILITIES AND NET ASSETS $ 22,045,148 $ 358391 § 792,930

$ 1,103,209 $ 18921525 $ 43,221,203
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LINCOLN COUNTY HEALTH SYSTEM

DEPARTMENTAL STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from patients and third party payors
Other operating cash receipts
Cash paid to employees for wages and benefits
Cash paid to suppliers for goods and services

Net Cash Provided (Used) by Operating Activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
Noncapital grants and contributions
Operating transfers in {out)
Advances from (to) departments
Net Cash Provided (Used) by Noncapital
Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Additions to capital assets, net
Proceeds from disposal of capital assets
Capital contributions
Principal payments on long-term debt
Interest paid on long-term: debt, net

Net Cash Used by Capital and Related

Financing Activitics

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest received
{Increase) Decrease in restricted investments

Net Cash Provided by Investing Activities

NET INCREASE (DECREASE) IN CASH AND

CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year
CASH AND CASH EQUIVALENTS, end of year

RECONCILIATION OF OPERATING INCOME

TO NET CASH FLOWS FROM OPERATING ACTIVITIES:

Income from operations

Adjustments to reconcile operating income to
net cash provided by operating activities -
Depreciation
Provision for bad debts
Provision for note receivable arrangements
Advances under note receivable arrangements, net
Investment in insurance funds, net

Changes in operating assets and labilities -
Accounts receivable
Supplies
Prepaid expenses
Other assets
Accounts payable
Accrued expenses
Estimated third-party payor settlements, net

MNet Cash Provided (Used) by Operating Activities

Year Ended June 30, 2010
Lincoln Patrick Lincoln &
Lincoln Medical Home Rehab- Donalson
Medical Center Health Wellness Care
Center EMS Care Center Centers

Total

$ 22163061 S 1596313 $ 543,402 $ 1,390,237 $ 14,240,132 $ 39,933,145

1,365,340 - - 437,845 183,927 1,987,112
(11,998,99%)  (990,157)  (532,367) (L146,903)  (7,670,694)  (22,339,112)
8577431)  (278509)  (345,919)  (393,986)  (4,660479)  (14,256,324)
2,951,979 327,647 (334,884) 287193 2,092,886 5,324,821
18,181 4,634 6,963 100 339 30,217
129,334 (261,56) 361,235  (229413) - -
(13,338) : - - 13338 -
134,177 (256,522) 368,198  (229,313) 13,677 30,217
{1,015,993) (71,125) (20,720) (16,814) (383,858)  (1,508510)
2,275 - . - . 2,275
44,506 - - . - 44,506
{1,014,578) - - (24,625) - (1,039,203)
(696,905) - - {18,107) - {715,012)
(2,680,695) (71,125) (20,720) {59,546) (383,858)  (3,215,944)
11,651 - 9% 56 97,294 109,097
22,602 - - - (86,980) (64,378)
34,253 - 9% 56 10,314 44,719
439,714 - 12,690 (1,610} 1,733,019 2,183,813
1,316,220 - 11,978 11,137 1,440,688 2,780,023
$ 1755934 $ - 0$ 24668 § 9527 $ 3173707 § 4,963,836
$ 695206 $ 247545 § 157,000 $ 203344 $ 1184927 § 2,488,031
1,874,690 67,969 16,219 71,133 301,841 2,331,852
4,586,750 359,364 58,228 68,229 76,896 5,149,467
22,701 - . - - 22,701
(171,582) (171,582)
(2,477 - - - (1,438) (3,915)
(4,291,109) (359364}  (537,997) (68,229) 189,537 {5,067,157)
64,330 - - - 9,998 74,328
(54,299) - (1,300) - (2,787) (58,386)
9,269 - - - 92,128 101,397
359,345 2,038 (24,277) 15,298 (25,642) 326,762
(9,015) 10,095 (2,766) (2,582) 307,706 303,438
(131,835) - - - (40,280) (172,115)

S 2951979 S 327647 $ (334,884) $ 287,193 5 2092886 § 5324821

30



1€

%%%%%@] %%%%%%%ﬁ%%%
0BoeR0'L - = = - B [ 00T ; E = - - < $T0T
0LF080°T - - - 04153 000’566 - - - - - - - £ROT
085°030°L - - - - - 084'621 000'656 - - - - - - - 920T
010'640'T - - - - - - 010791 000°516 - - - - - - - STOT
046'080°T " - - - - - 046'00T 000088 - - - - - - - - ¥20T
06ETHL - - - - - - 06£107 000°0T - - 000°1E £00'008 - - - - £20T
LT - - - - - - 018'10T 050701 - - 6019 000'S4 - - 0T
Q4L - - 0ETI0L co0'0L Ny 000'0ZC 00668 000°S¥L - - - 1202
SYETeT'T - - - 089702 0000t S60'LL 000'¢1T 00¢£1L 000°0TL - - - 0202
995°TLLL - - - - 0L0°E0T 00001 ST 000502 PE T 000589 - - - 610T
SLYOLT'T - - - - - - 06Y'E0T 000°0L SISEE 000'S61 SLT0LL 000°599 - - - - 2102
LTS60ET - - S6L'L 9IY'HE - - DL6'E0T 000’0l 8Z'0y DC0'06L BLLP6L £00'59 - - - £107
SLLEIET - - 9Ly 4953 - - 08£'V0T 000701 95ELY 0007031 98¢'81C 000019 - - 9107
£E6LIET - - ab6'9 8BL'SE - 08LP0T 00001 LEUHS Q00°041 EIVIT 000668 - - - 114
LhL9er'L 66T 163481 €256 orzee - 041602 £00'0L 81L'09 00070£L 90£°€9T 000595 - - YioT
1882451 766°01 LF8'SHE 51611 818°0¢ - 065502 00001 900°L9 000091 080592 000°SY - - 698°ST 00066y €10z
6L1°088°L 08£°0T 78Y'95T SETPL 865°9C - 0T0'90% 00001 360°€L 000551 Y64/99T 000°s% - - FATR 4 00064y TI0T
TE6'919°T 0167 § mRT & SeL9L § L8599 5 68T § zecor $ 0Ere0T  § 0000 § IEY'EL $§ 000'0L S WEBYT 5 000°0F 0£T'9 $ pooOvL  $ TITU $ opoosy & TIOT
oL 150UV eI ] [ Tediduti] 35a3u] Tedutag 350129U] Tedoutig ISDI03] Jedout] S edou g fEetohn ediourg IS Tediu o©
Aqeieg 30N vonelnqQ ssea rended dlqeAed 31oN a0y 350y £00T WS 850y ‘31190 WO LO0T SIS $OOT LG 0T SRS 9661 UG aumf
DD I INUD 1D peilic g pecticyy ) DD INUID Supuz
[EpRJN Ul0DUT] TEOLPOJN U[OOUIT] [eRIpapy WO [P WODT] [Upo Bloow] [e21pRJN UlOSF] [EPA] LjoRuT] [e21pIj WOUT] Jeag

010Z ‘0g unf

SLNAWININDTY LSTUIINI ANV TVEIINML L1931 MRIZL-ONOT 10 31NGIHDS

WELLSAS HITVEH ALNNOD NTOSNEL



PUTMAN & HANCOCK
Certifted Public Accountants

219 Fast College Street
P..0O. Box 722 (931) 4321040
Fayetieville, Tennessee 37331 Fax (931) 433-9290

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Health System Commitiee
Lincoln County Health System
Lincoln County, Tennessee

We have audited the financial statemenis of the Lincoln County Health System (as described in Note A to
the financial statements) as of and for the year ended June 30, 2010, and have issued our report thereon,
dated October 18, 2010. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Health System’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Health System’s internal control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of the Health System’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not atlow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and
correct misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies,
in internal control such that there is a reasonable possibility that a material misstatement of the Health
System’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above,

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Health System’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
offect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
stich an opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Staudards.

This report is intended solely for the information and use of the Health System Committee and
management and is not intended to be and should not be used by anyone other than these specified

ties. .
parties E:ﬁw = %wcar ‘S

October 18, 2010 )

Members: American Institute and Tennessee Society of Certified Public Accountanis



